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IBRD Bond Issue 


The $75 million issue of U.S. dollar bonds by the 
International Bank for Reconstruction and Development, 
which was announced by President Eugene R. Black on 
September 25, at the Annual Meeting of the Bank’s Board 
of Governors, was bought by central banks, special 
government accounts, commercial banks, insurance com- 
panies, and private corporations in 22 countries outside 
the United States. The new bonds, known as the Two- 
Year Bond of 1956, carry interest of 3! per cent pet 
year, payable semiannually beginning April 1, 1957. The 
issue is dated October 1, 1956 and matures October 1, 
1958. It is the second private placement of dollar bonds 
of the Bank with investors outside the United States, 
$50 million of five-year dollar bonds having been placed 


in 23 countries in September 1954. 


The total of outstanding bonds of the Bank will remain 
at $850 million—$695 million of U.S. dollar bonds and 
the equivalent of $155 million in Canadian dollar, 
Netherland guilder, sterling, and Swiss france bonds. It is 
estimated that, when distribution of the new issue is 
completed, holdings of dollar and non-dollar bonds of 
the Bank outside of the United States will amount to 
the equivalent of approximately $405 million, or over 
17 per cent of the total outstanding. Included in holdings 
abroad will be roughly $250 million of the Bank’s U.S. 
dollar bonds, equal to more than 36 per cent of outstand- 
ing dollar issues. 

Source: International Bank for Reconstruction and De- 


velopment, Press Release, Washington, D.C., 


Pp 
September 25, 1956. 


Indus River Discussions 


The Government of India and the Government of Pak- 
istan announced on September 26 that “the discussions 
regarding the use of the Indus waters which have been 
taking place in Washington, D.C., between representa 
tives of India and Pakistan, with the participation of the 
World Bank, are being continued until March 31, 1957. 
In the context of these discussions, the leaders of the 
delegations representing the Governments of India and 
Pakistan signed, on September 24, 1956, in Washington, 
D.C., another agreement covering ad hoc transitional 
arrangements for the year ending March 31, 1957. The 


Europe 
East-West European Trade 


According to a study by the ECE Secretariat, the value 
of East European exports to West European countries 
was 30 per cent greater in 1955 than in 1954, and 17 per 
cent greater in the first four or five months of 1956 than 
in the corresponding period in 1955. The respective 
increases in West European exports to East European 
countries were 12 per cent and 14 per cent. However, 
trade with Eastern Europe still accounts for only a little 
over 3 per cent of total West European trade, in contrast 
to 5 per cent in 1948 and 7-8 per cent in 1937. The share 
of Western Europe in the total trade turnover of Eastern 
Europe, which had been nearly 60 per cent in 1937 and 
33 per cent in 1948, fell to 14 per cent in 1954 and then 


new intergovernmental agreement continues arrange- 
ments establishing ad hoc amounts for additional canal 
withdrawals by India from the three Eastern Rivers 
(Ravi, Beas, and Sutlej) on lines similar to those of 
the previous transitional agreements which ran from 
April 1, 1955 to March 31, 1956.” 
Survey, Vol. VIII, p. 149.) 


(See also this News 


Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C. 
September 26, 1956. 


rose to 16 per cent in 1955. Larger trade quotas are 
provided in most East-West European trade agreements 
for 1956. 

The intensified efforts of the U.S.S.R. and other East 
European countries to increase their trade with overseas 
countries are only partly reflected in the figures for 1955, 
but they are expected to be more clearly evident in 1956. 
Trade with Eastern Europe is particularly important 
(more than 10 per cent of total trade) for Egypt and 
Iran. 

Source: Economic Commission for Europe, Press Re- 


lease, Geneva, Switzerland, September 26, 1956. 


U.K. Terms of Trade 


The ratio of U.K. import prices to export prices re- 


mained unchanged in August. The index of export prices 
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for engineering products rose to 108 (1954=100), two 
points above the July figure. but this increase was offset 
by declines in the indices for metals and for other manu- 
factured goods, with the exception of textiles. The index 


of import prices for manufactured goods advanced, 


mainly as a result of higher prices for unwrought copper. 


The value of shipments of manufactured goods aver- 
aged over £217 million a month in July and August, 1.5 
per cent less than the monthly rate in the first half of the 
year. Engineering exports in particular did not maintain 
the very high January-June level, falling by 4.5 per cent. 
Exports of textiles changed very little, shipments of wool 
fabrics rising and those of cotton falling slightly. Exports 
of metals also were about the same as the monthly average 
in the first half-year. 

Source: The Financial Times, London, England. Septem 
tember 21, 1956. 


U.K. Industrial Production 
The index for 


Kingdom in August is provisionally estimated as 115 or 
116 (1948=100). compared with a revised figure of 126 
for July 1956 and 118 for August 1955. The latest 


figures suggest that output, seasonally corrected, during 


industrial production in the United 


the three summer months was running about 2 per cent 
below the peak reached last autumn. In manufacturing 
industry alone. however, the fall was slightly greater 
about 3!5 per cent between the average for the final 
quarter of 1955 and the average for May, June, and 
July 1956. Among other industries, the rise in building 
output, the recovery in coal production. and the steady 
advance in electricity output have contributed toward 
offsetting the decline in factory output. 

Source: The Financial Times, London, England, Sep- 

tember 28, 1956. 


U.K. and German Machine Tool Exports 


The sharp rise in new machine tool orders in the 
United Kingdom. which was such a feature of last year. 


Both home 
and oversea orders have declined since January and 


has been partly reversed in recent months. 


February, and total orders in the three months to the 
end of May were 13 per cent below those in the corre- 
sponding period last year. A similar situation is reported 
by the German industry, where new export orders are 
also tending to level out. It has been estimated that 
German machine tool exports this year should reach £60 
million, or £10 million more than in 1955. This is three 
times the U.K. export total for last year, although the 
over-all German production of machine tools, at about 
£100 million, exceeds that of the United Kingdom by no 
more than £20 million. U.K. delivery dates are now said 


to be more competitive than they were. German prices 
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have been edging upward lately and are now “no more 
than normally competitive.” It now seems that success 
in the export field will be pivoted more than ever upon 
productivity, and that the next round of wage claims 
may be crucial for the U.K. industry. 

Source: The Times, London, England, September 24, 


1956. 


Increase in Norwegian Exports to United States 


Norway's exports to the United States during the first 
half of 1956 were valued at NKr 241 million, an increase 
of NKr 56 million, or 30 per cent, over the same period 
of 1955. A substantial part of the increase represented 
greater exports by Norway's primary metal industry. 
whose exports of base metals rose from NKr 83 million 
in the first six months of 1955 to NKr 111 million this 
year. Raw nickel, worth NKr 63 million, or NKr 13 
million more than in the January-June period of 1955, 
was the major metal export. Copper and aluminum 
exports were also substantially higher than last year, 
copper rising from NKr 12 million to NKr 23.5 million, 
and aluminum from NKr 19 million to NKr 31 million. 

Nearly NKr 15 million worth of raw hides and furs 
was sold to the United States during the first six months 
of 1956, an increase of NKr 11 million. Paper exports 
rose from less than NKr 1 million in the first half of 
1955 to NKr 11 million this year: newsprint. valued at 
NKr 9.8 million. accounted for most of the rise. 


Vews of Nor- 


September 13. 1956. 


Source: Norwegian Information Service. 
way, Washington. D.C.. 


Credit Policy in West Germany 


Handelsblatt reports that Dr. R. Pferdmenges, Chair- 
man of the Federal Association of Private Banks, when 
commenting on the recent lowering of the official discount 
rate of the Bank deutscher Lander. stated that the 
“exotic interest rates” in West Germany had caused 
distrust, particularly in foreign countries, regarding the 
West German economy. He expressed the hope that the 
inflow of foreign funds would slow down. A member of 
the Board of the Association raised the question whether 
the lowering of the bank rate should not be followed by a 
reappraisal of the level of interest rates for industrial 
bonds. The question was whether the rate of interest and 
the other terms of these loans had not been too favorable 
and whether the recent issues would not have proved 
equally successful if the interest rate had been 7!2 per 
cent instead of 8 per cent. In view, however, of a further 
statement made at the meeting that the favorable terms 
of the industrial bonds had attracted a certain amount 
of hoarded funds to the capital market, it was agreed 
that a reduction in the rates of interest for the securities 
in question should not be contemplated for the time 


being. 
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According to the 1955 report of the Association, the 
persistently large influx of foreign exchange must be due 
at least in part to the divergence between developments 
in Germany and abroad. Since Germany does not intend 
to take isolated action to change the present currency 
parities, it is faced externally with a very real dilemma 
If, without paying attention to external factors, it con 
tinues with its strict course of maintaining internal pur 
chasing power, it will have to reconcile itself to the 
continuance of the economic strains caused by the high 
level of exports in relation to imports; and this would 
be so even if the central bank authorities were to offset 
the pumping out of central bank money. as a result of 
purchases of the foreign exchange surplus, by raising 
the minimum reserve ratios, by open market operations, 
or by other means. Therefore, unless foreign countries 
follow policies as energetically as Germany has done to 
maintain the value of the currency. Germany will be 
obliged to pursue its course of maintaining internal 
financial stability alone and to try to keep out dislocatir 


forces from abroad as far as possible 


Between May 1955, when the restrictive | 
and March 1956, bank liquidity diminished 
DM 3 billion. Of this reduction, DM 2.5 billion was due 
to the open market operations of the Bank deutsche: 


rerio 


Lander and the remainder to the effects of the raising 
of the minimum reserve ratios and the increase in the 
minimum reserves resulting from the rowth in depos ts 
On the question of the accounts of t ie public authorities. 
the Association again urges consideration of its proposal 
that the U.S. system. under which the Treasury main 
tains tax and loan accounts at the commercial banks. 
should be examined with a view to ascertaining whether 
it could be applied in West Germany. The Association 
repudiates the suggestion that the creation of credit by 
the banks has gone beyond tolerable bounds and has 
considerably contributed to the expansion of the volume 
of money. It points out that in 1955 the gross national 
product rose by 12.7 per cent at current prices: in real 
terms it increased by nearly 11 per cent, against 8.4 per 
cent in 1954. Gross investment in fixed assets increased 
by 24 per cent; by contrast, the growth in the total direct 
and indirect loans of all credit institutions outside the 
central bank system to customers other than banks was 
only slightly greater last year than in 1954, i.e.. DM 14.6 
billion against DM 13 billion. If short-term credits alone 
are considered, the increase was only DM 2.89 billion, 
compared with the rise of DM 3.34 billion in 1954. The 
restraint of the banks in their lending operations so far 
in 1956 has been even more marked. In the first five 
months of the year, the total growth of the loans and 
advances of the commercial banks was DM 4.46 billion, 
considerably less than the increase of DM 6.18 billion 
in the parallel period in 1955. 


In regard to the relationship between capital and 


reserves and the balance sheet total, the report notes 
that, following the deterioration in 1954, the commercial 
banks’ ratio improved from 3.65 per cent at the end of 
1954 to 4.12 per cent a year later; by the end of 
April 1956 it had risen further, to 4.95 per cent. Gratify 
ng though this strengthening of the banks’ resources 
was, they are still by no means adequate to offset the 


risks arising out of the various forms of lending. 


The Frankfurter Allg 


tors are expecting a further reduction in interest rates 


emeine Zeitung states that inves- 
the capital market, rather than an increase. On the 
tock exchange, the opinion is that the 8 per cent indus- 


yonds might be quoted at par in the fo 


resee ible 


es Har leisbiat 


ber 10, 1956 


Diissel Germany, Septem- 
Frankhi llgemeine Zeitun 


Frankfurt am Mair man eptember 12 
1956. 


Cancellation of Most German Restrictions on Travel Payments 


West Germanys remaini loreign ex hange restric- 


ns on the taking out of means of payment by travelers 


been canceled by new 


have regulations which will entez 


rece on October 15, 1956, and German travelers 


} 


ll be able purchase foreign exchange for travel 
xpenditure in any desired amount and may also have 


vel means of payment remitted to them abroad. Ger- 


d foreign travelers will be able to take with them 
ind foreign means of payment of any kind 


AY cord- 


ng to the new regulations, German travelers may use 


eaving or entering the Federal Republic. 


ibroad the means of payment which they have taken with 
them to defray travel expenses and to purchase articles 
for customary personal use and consumption, including 
such articles as may be brought into the Federal Republic 
without a special foreign exchange license. The use by 
German travelers of such means of payment for a dis- 
tinctly different purpose, such as capital investment or 
the accumulation of balances abroad, will still be pro- 
hibited. The last remaining restriction on exchange fo1 
travel concerns the delivery of means of payment in 
freely 


convertible currencies which may be obtained 


only upon presentation of an entry visa of a country 
belonging to a free currency area or of a country for 
which, under special regulations of the Bank deutscher 
Lander, freely convertible currencies are made available. 
Such freely convertible currencies may be obtained also 
by way of remittance if the traveler stops over in a 
country for which foreign exchange in freely convertible 


currencies may be made available. 


Bank deutscher Lander, 
tikeln, Frankfurt am Main, Germany, Septem- 
ber 19, 1956. 


Source: fusziige aus Pressear- 
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Austrian Tax Receipts 


Gross tax receipts of the Austrian Federal Government 
in the first half of 1956 amounted to 10.2 billion schil- 
lings. which was about 1.4 billion more than in the same 
period last year and 3 per cent above the budget esti- 
mates. The increases were mainly in turnover taxes, 
wage taxes, and corporation taxes, as a result of the rising 
level of economic activity. Receipts from tariff duties, 
amounting to about 0.7 billion schillings during the first 
half of the year, were slightly above budget estimates. 
and receipts from the mineral oil tax (0.4 billion schil- 
lings) were about 20 per cent below the estimates. 
Ziircher Ziirich, 
August 16, 1956. 


Source: Neue Zeitung, Switzerland, 


Yugoslav Public Finances 


The total revenue of the Yugoslav federal budget and 
the budgets of the people’s republics and the people’s 
committees during the first half of this year was less 
than both the budget estimate for this year and total 
receipts in the corresponding period of 1955. It amounted 
to 93.2 billion dinars, compared with 139.9 billion dinars 
in the first half of 1955. Expenditure. amounting to 
114.6 billion dinars. was about the same as in the first 
half of last year, and was according to plan. The deficit 
increased from 6.3 billion dinars in the first six months 
of 1955 to 51.3 billion dinars this year. Provisional data 
for July indicate that the deficit was reduced substan- 
tially, and further improvement is expected in the latter 
part of the year. 

The increase in the deficit in the first half of 1956 was 
due primarily to reductions in investments and the 
resulting decline in tax revenues, to changes and delays 
in accounting, and to delays in the collection of taxes 
from agriculture and private handicraft. 

Source: Ekonomska Politika, Belgrade, Yugoslavia, Au- 
gust 18, 1956. 


Tourist Exchange Rates in Hungary 

Foreign currencies, checks, and letters of credit pre- 
sented by foreign tourists at the Hungarian Tourist Of- 
fice are exchanged at premiums ranging from 60 per cent 
to 100 per cent of the official rate. The premium is 100 
per cent for U.S. dollars, Canadian dollars, Swiss francs, 
sterling, deutsche mark, florins, Belgian francs, and 
escudos, 80 per cent for Swedish, Danish, and Norwegian 
kroner and Egyptian pounds, and 60 per cent for Aus- 
trian schillings. 
Source: Kredietbank, Weekly Bulletin, Brussels, Bel- 

gium, September 9, 1956. 


Far East 
Indian Tea Policy 


In a report which has been placed before the Indian 


Parliament, the Tea Plantations Inquiry Commission 


estimates that, by the end of the Second Five Year Plan 
(March 31, 1961), tea production in India may rise to 


710 million pounds a year, an increase of about 45.5 
million pounds over the current level of output. To meet 
growing competition in export markets, Indian planta- 
tions will have to place greater emphasis upon the pro- 
duction of good quality teas at reasonable prices. Accord- 
ingly, the Inquiry Commission has recommended that 
the Tea Board be given additional powers so that its 
duties would include the following: collecting a replant- 
ing cess estimated at Rs 50 (US$10.50) per acre; making 
special arrangements for the provision of selected tea 
seeds; drawing up, in consultation with producers, a 
program of phased replanting; granting or withholding 
approval when the sale of any garden exceeding 100 
acres is proposed; collecting the replanting cess in a 
lump sum in advance from the buyer as a condition of 
registration of transfer of an estate; making a regular 
study of cost data; collaborating with state governments 
in making a survey of land resources; establishing 
cooperative organizations for the supply of stores; set- 
ting up a plantation finance committee to watch the 
financial needs of the industry and, if necessary, setting 
up a new financial institution under its own control; 
regulating the sales of tea in the Indian auctions; exam- 
ining warehouse and brokerage charges; setting up a tea 
promotion directorate; organizing the training of young 
men in the industry; reviewing managerial salaries; 
valuing estates offered for sale if either the buyer or the 
seller wishes it; arranging part of the distribution of tea 
in India under its own labels; taking over responsibility 
for warehousing; certifying valuations where it is pro- 
posed to revalue a company’s assets. Moreover, the Com- 
mission urges greater assistance, especially for small 
producers, from the State Bank and the Industrial 
Finance Corporation. In regard to managerial salaries 
and personnel policy, the Commission has recommended 
a decrease in the remuneration paid to managing agents 
and secretaries, payment of a consolidated salary to 
managers and others in lieu of commission, increased 
Indianization of managerial staff, and rationalization of 
the salary structure of the managerial group. It is 
estimated that approximately £85 million (US$238 mil- 
lion) is invested in Indian tea gardens, and that about 
two thirds of this amount is British capital. 


Sources: The Economist, London, England, September 8, 
1956; The Journal of Commerce, New York, 


N.Y., September 10, 1956. 


Ceylon’s Foreign Salances 


Ceylon’s balance in its No. 1 sterling account (cur- 
rent account) at the Bank of England on May 31, 1956 
was £42.5 million, while the balance in the No. 2 ac- 
count on that date was nil. The amount of sterling 
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released from the No. 2 account to the No. | 
during 1955 was £4,052,000. 


account 


Source: Ceylon Daily News, Colombo, Ceylon, July 11, 
1956. 


Anti-Inflationary Measures in Viet-Nam 


Further measures have been adopted by the Govern- 
ment of Viet-Nam to check the current rise in the cost 
of living and to forestall the seasonal upsurge in prices 
which occurs at the time of the Tet (New Year) festivities. 
An order of August 10, 1956 of the Secretary for 
National Economy determines the profit margins for 
imported cotton and silk fabrics at the wholesale and 
retail levels. For cotton piece goods, the profit margin at 
wholesale is fixed at 14 per cent of the c.i-f. price and at 
retail at 10 per cent of the wholesale price. For silk 
fabrics, the profit margin at wholesale is fixed at 20 per 
cent of the c.i.f. price and at retail at 15 per cent of the 
wholesale price. 

For every shipment, importers must report to the 
Price Control Administration the quantity of silk and 
cotton fabrics received, the license number, the date and 
the amount of the foreign exchange allocation, the 
country of origin of the fabrics, and the deadline for 
receiving the remainder of the order if the first receipts 
are partial shipments. Importers must also report the 
f.o.b. and c.i.f. cost of the goods, the wholesale and 
retail price of each commodity, the name and address 
of their customers, the quantity and description of the 
goods, and the wholesale and retail price of each article 
for sales involving more than 500 meters. The transport 
of more than 500 meters of cotton and silk fabrics out- 
side the Saigon-Cholon and Giadinh city limits is subject 
to the authorization of the Price Control Administration. 

An order of August 18, 1956 limits the amount of 
petroleum stocks which individuals and shopkeepers may 
hold and requires prior authorization for the transport 
of amounts in excess of 38 liters. 

To provide the market with adequate quantities of 
goods in short supply on the occasion of the Tet festivities, 
the Secretary for National Economy has prepared an 
import plan for the third quarter of 1956, to be financed 
by U.S. aid. This plan provides for total imports of 


US$76.5 million, which is substantially higher than the 
usual quarterly figure. 


Sources: L’Information du Viet-Nam Economique et 
Financiére, Saigon, Viet-Nam, August 16, 1956; 
Marchés Coloniaux du Monde, Paris, France, 


August 25, 1956. 


Taiwan-U.S. Loan Agreement 


An agreement involving the equivalent of US$20 mil- 
lion, which is part of the US$33,665,000 that the Repub- 
lic of China was to pay to the United States for the 
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purchase of U.S. surplus agricultural commodities during 
tne fiscal year ended June 30, 1956, was signed in Wash- 
ington on September 17 by the Republic of China and 
by the Export-Import Bank of Washington acting as 
agent for the U.S. Government. The loan will be used by 
the Chinese Government to make local currency loans 
to private concerns for industrial development in Taiwan. 
Both this loan and a loan of US$20 million granted to 
China last year are repayable over a 40-year period at 
b per cent interest if the loan is repaid in local currency 
and at 3 per cent interest if it is repaid in U.S. dollars. 
Chinese News Service, Press Release, New York. 
NA x September 25, 1956. 


Sour e; 


Credit Control in Japan 


By enlarging the scope of application of its penalty 
lending rates, the Bank of Japan has recently acted to 
discourage commercial bank borrowing from it. In 
Japan, the central bank sets up a three-tiered credit line 
for each commercial bank on the basis of various 
criteria. The basic bank rate, 7.3 per cent since Au- 
sust 10, 1955, is applied to borrowings within the first 
tier, and higher rates are applied to borrowings within 
the two other tiers. The latest measure of the Bank of 
Japan restricts credit by narrowing the range of advances 
to which the rate of 7.3 per cent is applied. The Governor 
of the Bank of Japan has also called upon banks to 
guard against a too rapid expansion of credit. 

The expansion of commercial bank credit in Japan has 
been accelerated noticeably in recent months, reflecting 
an increase in private investment and consumption de- 
mand. Loans. discounts, and investments increased by 
about ¥ 278 billion in the first half of 1956, three times 
the increase in the corresponding period of 1955. The 
reliance of banks on the Bank of Japan, which had been 
reduced continually for almost two years, has once again 
been increasing markedly, commercial bank borrowings 
from the Bank rising from ¥ 18 billion in April 1956 
to ¥ 93 billion at the end of August. 


Sources: 


Bank of Japan, Economic Statistics Monthly, 
July 1956, and Fortnightly Letter, September 1, 
1956, Tokyo, Japan; The Japan Times, Tokyo, 
Japan, September 20, 1956. 


Philippine Customs Collections 


Philippine customs collections during the fiscal year 
ended June 1956 amounted to P 257 million, about 27 
per cent more than in the previous year. The increase 
was attributed to new duties and the special import tax 
introduced as of January 1, 1956 in lieu of the 17 per 
cent exchange tax. 
Source: Philippine American Chamber of Commerce, 


Weekly Bulletin, New York, N.Y., September 14, 
1956. 





United States and Canada 


U.S. Interest Rates During Economic Expansion 


During the past two years the demand for credit and 
ipital in the Lnited States has grown more rapidly than 
ble savings and other funds, with the result that 
interest rates have risen to the highest levels since 
1930's. Characteristic differences in the ampli- 
movements of short-term and long-term rates 
reflected in a greater rise of short-term rates. 
result, the relationship between short-term and 
g-term rates, which for 25 years took the form of an 
iscending pattern from short to long term, has reverted 
a pattern more characteristic of the 1920's, when 
short-term rates were generally below long-term bond 
yields but rose aboye them in periods of credit stringency. 
Subsequently, the conditions of a major business depres- 
sion, a large foreign intlow of short-term funds, and a 
world war drove short-term interest rates sharply lower. 
During the period of business advance from the summer 
of 1954 to September 19560, however, yields on short- 
term securities again rose more than yields on long-term 
bonds, with the result that the yield on 90-day Treasury 
bills, now close to 3 per cent, is within '4 per cent of 
the yield on the longest-term (38-year ) Treasury bonds, 
while yields on intermediate maturities of 3 to 5 years 
are close to 3!» per cent. 
The recent general advance in interest rates has 
resulted from a growth in private financing which has 
not been accompanied by a corresponding increase in 
the supply of savings. Net business and consumer financ- 
ng in 1955 totaled about $37 billion, nearly double the 
amount in 1954, and business demand in both capital 
and credit markets has risen further in 1956. These 
demands resulted in an expansion of nearly $20 billion 
bank loans from October 1954 through June 1956. 
Reflecting this expansion and the limited amounts of 


reserves supplied through Federal Reserve open market 


erations, a growing number of member banks have 


borrowed reserve funds from the Federal Reserve Banks; 
such borrowing has ranged between $600 million and 
$1 billion during most of the time since mid-1955, 
Reinforcing the restraint implied in this borrowing have 
een increases in Federal Reserve discount rates from 
1!» per cent in early 1955 to a current rate of 3 per cent. 
Faced with Federal Reserve policy limiting the increase 
in bank reserves, member banks have sold U.S. Govern- 
ment securities heavily in order to meet the demand for 
loans. In fact, most of the $20 billion loan expansion was 
financed through bank sales of nearly $13 billion in 
government securities, so that total loans and investments 
of commercial banks increased by only $6 billion. Most 
of the bank sales have been in short-term issues. Since 
the over-all supply of such securities was reduced by 


mly $3 billion, these sales pla ed steady upward pres- 
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sures on short-term market yields. As bank holdings of 
the shorter maturities were reduced, selling was extended 


to intermediate maturities of Treasury notes and bonds. 


Interest rates on private short-term commercial paper 


and bankers’ acceptances have moved in general corre- 
spondence with yields on Treasury bills, both because of 
the competitive effect of similar investments and because 
of the increased supply of commercial paper which ac- 
companied the rapid growth of consumer credit. Interest 
rates charged by large city banks on prime loans to 
business have lagged behind changes in open market 
rates; this appears attributable partly to the steadying 
influence of customer relationships, and partly to the 
fact that the tightening of bank policies has taken the 
form also of smaller amounts of credit available on 
individual loans and a less frequent classification of 
loans as “prime.” Markets for corporate and local gov- 
ernment bonds also have been subject to continuing 
pressure from a large volume of public offerings, and 
the cost of borrowing on high-grade corporate issues 
has risen to 4 per cent or more. Yields on outstanding 
high-grade bonds are currently around 3!» per cent, 
having risen less because of the lack of trading which is 
characteristic of long-term investors. The demand fo1 
real estate credit has been unusually strong throughout 
the postwar period, but new mortgage lending rose sharply 
from a monthly rate of $1.6 billion at the end of 1953 to 
a record $2.4 billion rate at mid-1955. Since then, the 
expanding demand for other types of credit has lessened 
the availability of mortgage funds from banks, and the 
general rise in interest rates also has been reflected in 
higher rates on mortgages. Mortgage yields are cur- 
rently about '» per cent above their low in the second half 


of 1954 and are about equal to their 1953 high. 


Source: Board of Governors of the Federal Reserve Sys- 
tem, Federal Reserve Bulletin, Washington, D.C.., 
September 1956. 


U.S. Balance of Payments 


Expansion of the international transactions of the 
United States continued at an accelerated rate during the 
second quarter of 1956. The increase in U.S. dollars 
supplied abroad resulted mainly from a sharp increase 
in the net outflow of U.S. private capital and from larger 
nonmilitary government grants and loans. These pay- 
ments were large enough to enable other countries to 
increase their imports from the United States sharply 
during the quarter and still add a substantial amount to 


their gold and dollar reserves. 


U.S. merchandise exports (excluding military), after 
seasonal adjustment, in the second quarter were 8 pet 
cent greater than in the first quarter, thus repeating 
the unusually sharp rise of the earlier quarter. Non- 
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military exports in the first half of 1956 were almost 
20 per cent larger than a year earlier. Agricultural com- 
modities, most of which were paid for in foreign cur- 
rencies under the U.S. surplus disposal program, ac- 
counted for about 45 per cent of the second quarter in- 
crease. Also significant was the increase in coal exports; 
while much of the increase between the first and the 
second quarter was a seasonal movement to Canada, coal 
exports were 50 per cent higher than a year earlier, owing 
mainly to increased European demand. Large U. S. 
investment activity abroad also brought an increase in 
U.S. machinery exports, which in the second quarter were 
28 per cent higher than a year earlier. 

Merchandise imports, seasonally adjusted, were about 
1 per cent less in the second quarter than in the first 
quarter. Coffee and wool imports declined to a level 
more in line with current consumption; and rubber im- 
ports decreased as a result of lower consumption and 
some liquidation of stocks. These declines were partially 
offset by larger imports of metals, machinery, and ve- 
hicles. Imports of iron ore rose by $30 million, owing 
partly to seasonal influences and partly to higher produc- 
tion of U.S.-owned mines abroad. When compared with 
the second quarter of 1955, total imports showed an in 
crease of 12 per cent, mostly in manufactured products 
excluding newsprint. Imports of textile manufactures 
were more than 40 per cent above those a year earlier: 
and machinery and vehicle imports increased even more 
than textiles. 


The rise from the first to the second quarter in U.S. 
Government grants reflected the increased utilization of 
foreign currencies acquired through sales of U.S. surplus 
agricultural products and larger direct donations of farm 
products. Three fourths of the increase in loans also 
was in foreign currencies, and a further accumulation in 
U.S. Government short-term claims reflected unallocated 
currencies acquired under the disposal program. Such 
acquisitions, net of disbursements, rose from $100 million 
in the first quarter to about $140 million in the second. 


The outflow of private capital in the second quarter 
amounted to $600 million, bringing the total for the first 
half of 1956 to over $1 billion, compared with $450 mil- 
lion in the first half of 1955. Direct investment in the 
first six months of this year totaled $620 million, double 
the rate of a year earlier. For 1956 as a whole, total 
additions to investments abroad may be at least $2 billion 
if reinvested earnings are included; the 1955 additions 
were $1.5 billion. New issues of securities this year also 


more than doubled, most of the funds going to Canada. 


The continuation of an excess of U.S. payments over 


‘ 
receipts in the second quarter resulted in a rise—primarily 


seasonal—of $270 million in foreign gold and short-term 
dollar holdings; this was $200 million less than in the 


first quarter. For the six-month period, these gold and 
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dollar assets rose by $750 million, compared with a rise 


of $560 million during the corresponding period in 1955. 


Source: Department of Commerce, Survey of Current 


Business, Washington, D. C., September 1956. 


Canadian Corporation Profits in 1956 


Canadian totaled 


Can$1.569 million in the first half of this year, an in- 


corporation profits before tax 
crease of 2] per cent over the first half of 1955. The gain 
between the first quarter of 1955 and the first quarter of 
1956 was 27 per cent; and the increase between the two 
second quarters was 17 per cent. Tax liabilities in the 
first six months of this year rose rather less rapidly than 


profits, amounting to per cent of the gross in 1956 


13 
against 45 per cent in 1955; as a result; profits after tax 
increased by 25 per cent in the half year. Profit increases 
were widespread in both the manufacturing and non- 
manufacturing sectors, with declines recorded only in 
finance, insurance, and real estate, and in the residual 
manufacturing industries group. 


Source: 


Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, September 28, 1956. 


Latin America 


Export-Import Bank Loan to Mexico 


\ loan agreement for $26 million in favor of a Mexican 
steel company was signed on September 26 by the Export- 
Import Bank of Washington. The agreement was signed 
with Cia. Fundidora de Fierro y Acero de Monterrey, 
S.A., one of the largest steel mills in Mexico, for a mod- 
ernization and expansion program with a total cost of $35 
million. The loan will be used to purchase U. S. equip- 
ment, which will enable the company to produce flat- 
rolled steel for use in the manufacture of household 
durables and thus to take advantage of shifts in market 
demand. In the past, operations have been restricted to 
the production of steel for the construction and railroad 
industries. 


Source: The Export-Import Bank of Washington, Press 
Release, Washington, D. C., September 27, 1956. 


Free Market Rate of U.S. Dollar in Uruguay 


The free market dollar rate in Uruguay. which reached 
Ur$4.52 on June 12, fell to Ur$4.09 on September 10. 
At that point, the Bank of the Republic intervened to 
buy dollars, and it has announced that it will always be 


interested in buying dollars at that price. 


Source: El Bien Publico (Weekly Airmail Edition), 


Montevideo, Uruguay, September 18, 1956. 
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Dollar Figures for Argentine International Trade 


Dollar figures for Argentina’s international trade were 
released recently by the Minister of Finance, who stated 
that the statistical office would continue to issue such 
figures. Data issued previously were in Argentine pesos 
and had little meaning because of the multiple exchange 
rate system. The new data, which cover the period 1951- 
56, show that the trade deficit for 1955 was US$247.5 
million, and that for the first seven months of 1956 it was 
US$135 million, somewhat below the deficit of US$147.5 


million for the first seven months of 1955. 


Source: La Nacion, Buenos Aires, Argentina, Septem- 
ber 15, 1956. 


Other Countries 


East African Loan Issue in London 


The East African High Commission on September 2] 
offered for public subscription in London a loan of £3.0 
million at 5.5 per cent. Of the total issue, £0.5 million had 
previously been purchased with Colonial Government 
funds. The price of the issue was 98.5 per cent; redemp- 
tion will take place in 1980-84. At the issue price, the flat 
yield on the new stock was 5.583 per cent, and the gross 
yield to final redemption was 5.608 per cent. The amount 
offered was oversubscribed; applications for up to 
£100,000 have been allotted in full and for larger sub- 
scriptions the allotment will be about 94 per cent. 

The loan, which is guaranteed by the Governments of 
Kenya, Tanganyika, and Uganda, will be applied toward 
financing improvements of the East African railways and 
harbors, including the purchase of additional rolling 
stock. 
Sources: The Financial Times, September 19, 1956, and 


The Times, September 22, 1956, London, Eng- 


Fund Executive Directors 


At the Eleventh Annual Meeting of the Fund, held in 
Washington, D. C., 


were re-elected to represent the countries indicated: 


the following Executive Directors 


L. H. E. Bury (Australia): Australia, Union of South 
Africa, Viet-Nam 

Otmar Emminger (Germany): Federal Republic of 
Germany 

Carlo Gragnani (Italy): Greece, Indonesia, Italy 

Pieter Lieftinck (Netherlands): Israel, Netherlands, 
Yugoslavia 

Octavio Paranagua (Brazil): Brazil, Colombia, Do- 
minican Republic, Haiti, Panama, Peru 


Louis Rasminsky (Canada): Canada 

Ahmed Zaki Saad (Egypt) : Afghanistan, Egypt, Ethio- 
pia, Iran, Iraq, Jordan, Lebanon, Pakistan, Philippines, 
Syria 

Andre van Campenhout (Belgium): Austria, Belgium, 
Korea, Luxembourg, Turkey 

The following Executive Directors were newly elected 
to represent the countries indicated: 

Rodolfo Corominas Segura (Argentina): Argentina, 
Bolivia, Chile, Ecuador, Paraguay, Uruguay 

Torben Friis (Denmark): Denmark, Finland, Iceland, 


Norway, Sweden 


Jorge Sol (El Salvador): Costa Rica, Cuba, El Salva- 


dor, Guatemala, Honduras, Mexico, Nicaragua, Venezuela 

Takeshi Watanabe (Japan): Burma, Ceylon, Japan, 
Thailand 

Mr. Friis has served as Alternate Director of the Fund 
for Denmark, Finland, Iceland, Norway, and Sweden, 
and Mr. Sol as Alternate Director for Colombia, Costa 
Rica, Cuba, El Salvador, Guatemala, Honduras, Mexico, 
Nicaragua, and Venezuela. Mr. Corominas Segura was 
formerly a Member of the Junta Consultiva of the Ar- 
gentine Government, and Mr. Watanabe is Financial 
Minister of the Embassy of Japan in Washington. 

The Board also includes five Executive Directors ap- 
pointed by the five members of the Fund having the larg- 
Frank A. Southard, Jr. (United States), 
(United Kingdom), Beue 


(China), Jean de Largentaye (France), and P. S. Narayan 


est quotas: 


Viscount Harcourt 


Tann 
Prasad (India). 


Fund Transactions 


The record of Fund transactions published in /nter- 
national Financial Statistics, October 1956, shows that in 
July 1956 Iran purchased US$12.0 million from the Fund 
with rials, under the stand-by arrangement whereby $17.5 
million may be drawn between May 18, 1956 and No- 
vember 17, 1956 (see this News Survey, Vol. IX, p. 40). 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained free of charge by applying to 


The Secretary 


INTERNATIONAL MONETARY FUND 
1818 H Street, N.W. Washington 25, D. C. 





